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FINAL EXAMINATION DURATION 
CMF201 – Business Finance 
 
Reading Time: 10 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
The examination has two sections: 
Section A:  
Suggested Time: 90 
mins     
Multiple Choice Questions: Answer ALL 31 questions 
Marks as indicated by lecturer 
Section B:  
Suggested Time: 90 
mins 
Short Answer Questions: Answer 4 of 4 questions 
Marks as indicated by lecturer 
Section A must be answered on the Multiple Choice Answer sheet provided and must be handed in 
with your answer booklet.  Please ensure that your name and student number are clearly indicated on 
your Multiple Choice Answer Sheet, your answer booklet and at the top of this examination paper. 
 
Section B is to be answered in separate booklet. 
1.2 Note that questions ARE NOT of equal value. 
1.3 Read ALL questions carefully. 





This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 
Answer on the supplied examination material/s only 
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1 x 8 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Section B 
Short Answer Questions 
Total No of Marks for this section:  50 
This section should be answered in the Answer Booklet provided. 
 
Marks for each question are indicated. Suggested Time allocation for Section B:  90mins 
 
 
Q. 1 (Total Marks: 5) 
Before entering graduate school, a student estimated the value of earning an MBA at $300,000. 
Based on that analysis, the student decided to go back to school. After completing the first 
year, the student ran the NPV calculations again. How would you expect the NPV to look after 
the student has completed one year of the program? Specifically, what portion of the analysis 
must be different than it was the year before? Explain.  
 
(Marks: 5) 
Q. 2 (Total Marks: 14) 
Bonaparte Manufacturing is considering the purchase of one of three mutually exclusive 
projects for improving its assembly line. The firm plans to use a 14 % cost of capital to evaluate 
these equal-risk projects. The initial outlay and annual cash outflows over the life of each 
project are shown in the following table. 
 
 
Cash Flows  
Year  Project X Project Y Project Z 
0 -$156,000 -$104,000 -$132,000 
1 $34,000 $56,000 $30,000 
2 $50,000 $56,000 $30,000 
3 $66,000 — $30,000 
4 $82,000 — $30,000 
5 — — $30,000 
6 — — $30,000 




a) Calculate the NPV for each project over its life. Rank the projects in descending order 
based on NPV. 
 
          (Marks: 4) 
b) Use the equivalent annual cost (EAC) approach to evaluate and rank the projects in 
descending order based on the EAC. 
 
          (Marks: 6) 
c) Compare and contrast your findings in parts (a) and (b). Which project would you 
recommend that the firm purchase? Why? 
 
          (Marks: 4) 
Please show your calculations clearly. 
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Q. 3 (Total Marks: 25) 
Strident Corporation is attempting to determine whether to lease or purchase a new telephone 




Lease. Annual beginning-of-year lease payments of $25,000 are required over the 5-year life of 
the lease. The lessee will exercise its option to purchase the asset for $28,000, to be paid 
along with the final lease payment. 
 
 
Purchase. The $107,300 cost of the telephone system can be financed entirely with a 7% loan 
requiring annual end-of-year payments of $24,715 for five years. The firm in this case will 
depreciate the equipment using the accelerated method over five years. The firm plans to keep 




a) Calculate the after-tax cash outflows associated with leasing option. 
           (Marks: 3) 
 
b) Calculate the depreciation schedule using the accelerated method.  
           (Marks: 4) 
c) Calculate the after-tax cash outflows associated with purchase option 
           (Marks: 10) 
 
d) Calculate the present value of each cash outflow stream using the after-tax cost of debt. 
 
           (Marks: 4) 
 
e) Which alternative—lease or purchase—would you recommend? Why? 
 
          (Marks: 4) 
 
Please show your calculations clearly. The accelerated rate is calculated as 1.5 
times the straight line rate.  
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Q. 4 (Total Marks: 6) 
 
 
Victoria Goldman is a financial advisor who manages money for high net worth individuals.  For 























a) Calculate the portfolio weights implied by Ms. Goldman’s recommendations.  What 




b) Suppose that the client purchases the stocks suggested by Ms. Goldman, and a year 
later the prices of the five stocks are as follows:  GRA($60), SI($50), LO($38), VM($20), 
WT($50).  Calculate the portfolio weights at the end of the year.  Now what fraction of the 
portfolio is held in GRA and SI combined? 
 
(Marks: 4) 
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1. FV = PV (1 + r) n  
 
FV = PV (1+ r x n) 
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1  where   r > g 
 




















 +× 1  
13. FV (continuous compounding)= PV ( )nre ××   
14. EAR = (1 + 
m
r  ) m  - 1 
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18. ( ) ( ) ( )[ ]212 111 rErr ++=+  
 
19. ( ) ( )( )realnom rir ++=+ 111  
 
 
20. g = rr ×  ROE 
 
21. PDFS VVVV −−=  
 
22. Total dollar return = income + capital gain or loss 
 
23. Total % return = total dollar return ÷  initial 
investment 
 














  Variance = ( )22 RRP ii −= ∑σ  
 









 = E (r) 
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36. ))(()( fmifi RRERRE −+= β  
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